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RAYMOND JAMES

November 24, 2008

Gentlemen:

We, the undersigned, officers of Raymond James & Associates, Inc., have caused an audit to be made
in accordance with the prescribed regulations and have arranged for the preparation of the Annual
Consolidated Financial Statements and supplementary schedules.

Pursuant to Rule 418.15 we have made available to our members and allied members, the
Consolidated Financial Statements and Computation of Net Capital for the fiscal year ended
September 30, 2008.

OATH OR AFFIRMATION

We, Thomas A. James and Richard B. Franz I, officers of Raymond James & Associates, Inc., affirm
to the best of our knowledge and belief, that the accompanying financial statements and supporting
schedules pertaining to the firm of Raymond James & Associates, Inc., as of September 30, 2008, are
true and correct. We further affirm that neither the company nor any principal officer nor director has
any proprietary interest in any account classified solely as that of a customer.

% K‘QW

Chief Executive Office r

R B *

Principal Finantial Officer O

State of Florida
County of Pinellas

Before me personally appeared Thomas A. James and Richard B. Franz II, to me well known and
known to me to be the persons described in and who executed the foregoing instrument, and
acknowledged to me and before me, that Thomas A. James and Richard B. Franz Il executed said
instrument for the purposes therein expressed.

WITNESS, my hand and official seal this ___ 24th _ day of November, A.D., 2008.

Notary Public KAREN B. WACHTEL
State of Florida at Large Notary Pubiic, State ot Flonda
My comm. exp. Feb. 21, 20609

My commission expires: Comm. No. DD 338540

Raymond James & Associates, Inc.
Member Naw York Stock Exchange!SIPC

880 Carillon Parkway * St. Petersburg, FL 33716
727-567-1000 - www.RaymondJames.com
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RAYMOND JAMES &ASSOCIATES INC. AND SUBSIDIARIES.
(a wholly-owned subsidiary of Raymond James Financial, Inc.)
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KPMG LLP

Suite 1700

100 North Tampa Street
Tampa, FL 33602

Independent Auditors’ Report

The Board of Directors
Raymond James & Associates, Inc.:

We have audited the accompanying consolidated statement of financial condition of Raymond James &
Associates, Inc. and subsidiaries (a wholly owned subsidiary of Raymond James Financial, Inc.) (the
Company) as of September 30, 2008, that you are filing pursuant to Rule 17a-5 under the Securities
Exchange Act of 1934 and Regulation 1.10 under the Commodity Exchange Act. This consolidated
statement of financial condition is the responsibility of the Company’s management. Our responsibility is
to express an opinion on this consolidated statement of financial condition based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the statement of financial condition is free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An
audit of a statement of financial condition also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the statement of financial condition, assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall statement of financial
condition presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated statement of financial condition referred to above presents fairly, in all
material respects, the financial position of Raymond James & Associates, Inc. and subsidiaries as of
September 30, 2008, in conformity with U.S. generally accepted accounting principles.

KPMe up

November 24, 2008
Certifted Public Accountants

EPMG LLP, a LS. imited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.



Raymond James & Associates, Inc.
and Subslidiaries

{a wholly-owned subsidiary of Raymond James Finangial, Inc.)

CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
{in thousands, except share and par amounts}

SEPTEMEER 30, 2008

ASSETS
Cash and cash equivalents ... [, 253,533
Assets segregated pursuant to federal regu!anons
Cash and cash equivalents.... 4,052,554
Securities purchased under agreements to resell 77,721
Receivables:
Brokerage clients, net ... 1,668,955
Securities borrowed .. 663,847
Brokers, dealers and cleartng orgamzauons .......................... 153,681
Other ... 250,094
Deposits with cleanng organlzattons 80,380
Securities owned, at fair value 240,323
Deferred income taxes, net ..... 13,551
Property and equipment, net... 157,360
Prepaid expenses and other assets................... 21,528
$_7.533,625
LIABILITIES AND STOCKHOLDER’S EQUITY.
Loans payable ...t s e B 62,224
Payables:
Brokerage clients. 5,159,443
Securities loaned ... 692,345
Brokers, deaters and clearing organizations 222,358
Payables o affiliates 134,018
Income taxes payable.............cciinnn - 29,755
Trading account secunues so , ot yet purchased, at fair value.. 101,641
Securities sold under agreemen:s to repurchase 122,728
Accrued compensation, commissions and benefits . 171,201
Accrued expenses and other liabilities ... 66,757
6,762,514

Stockholder's equity:
5% non-voting cumulative preferred stock - convertible
into one share of common stock; $2 par value; authorized
200,000 shares, issued and outstanding 100,000
SNAMES ..o e e 200
Common stock - $.10 par value; authorized 4,000,000

shares; issued and outstanding 1,083,500 shares... 108
Additional paid-in capital... 140,329
Retained eamings... - 630,624
Accumulated other comprehenswe |ncome ........................... {150)
771,111
$_17,533625

NOTES YO CONSOLIDATED STYATEMENT OF FINANCIAL

CONDITION
NOTE 1 - ORGANIZATION AND NATURE OF BUSINESS:

Raymond Jarnes & Associates, Inc. (the *Company™} is a Florida corporation and a
wholly-owned subsidiary of Raymond James Financial, Inc. ("RJF* or the “Parent’).
The Company is a full service broker-dealer engaged in most aspects of securities
distribution and investment banking. The Company also offers financial ptanning
services for individuals and provides clearing services for Raymond James Financial
Services, Inc. ("RJFS’, a wholly-owned subsidiary of RJF), other affiliated entities and
unaffiliated broker-dealers. The Company is a2 member of the New York Stock
Exchange, National Association of Securities Dealers Automated Quotations, American
Stock Exchange, Philadelphia Stock Exchange, Boston Stock Exchange, Chicago
Board Options Exchange and Chicago Stock Exchange. It is also a member of the
Securities Industry Association, Financial Industry Regulatory Authority, Nationat
Futures Association and Securities Investor Protection Corporation.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of presentation

The Company conforms to its Parent's fiscal year end of September 30th. The
accompanying Consolidated Statement of Financial Condition includes the accounts of
the Company and its wholly-owned subsidiaries, Planning Corporation of Arnerica
{"PCA"), a general insurance agency representing a number of insurance companies;
and Raymond James Geneva S.A. (*RJG" and Raymond James Eurg Support Ltd.
(RJES, financiat services firms based in Geneva, Switzertand. Al significant
intercompany balances and transactions have been eliminated in consolidation,

The Consolidated Statement of Financial Condition is prepared in conformity
with U.S generally accepted accounting principles, the more significant of which are
summarized below.

Socurities transactions

Securities transactions are recorded on a trade date basis. Marketable
securities are valued at market value, and securities which are not readily
marketable are carried at estimated fair value as determined by management.
When available, the Company uses prices from independent sources such as listed
market prices, or broker or dealer price quotations to derive the fair value of the
instruments.  For investments in iliquid securities that do not have readily
determinable fair values, the Company uses estimated fair values. Estimated fair
values are determined by management based upon consideration of available
information, including types of securities, current financial information, restrictions
on dispositions and market values of underlying securities.

Cash and cash equivalents

Cash equivalents ase highty liquid investments, consisting mainly of money
market demand accounts, with original matunities of 90 days or less.
Assets segregated pursuant to federal regulations

In accordance with Rule 15¢3-3 of the Securities Exchange Act of 1834, the
Company, as a broker-dealer carrying client accounts, is subject to requirements
related to maintaining cash or qualified secunties in a segregated reserve account
for the exclusive benefit of its clients. Segregated assets at September 30, 2008
consist of cash and cash equivalents.

Securities purchased under agreements to resell

The Company invests in short-term securities purchased under agreements to
resell (reverse repurchase agreements). Transactions involving reverse
repurchase agreements are accounted for as collateralized financings. These
transactions are carried at contractual amounts plus accrued interest. Reverse
repurchase agreements generally require the Company to deposit cash with the
counterparty. The Company monitors the market value of securities bought and
sold on a daily basis, with additional collateral obtained or refunded as necessary.
It is the Company's policy to obtain possession and control of securities purchased
under resale agreements. The net fair value of securities purchased under resale
agreements approximates their camying value; as such, financial instruments are
predominantly short-term in nature. The Company monitors the risk of loss by
assessing the market value of the underlying securities as compared to the related
receivable or payable, including accrued interest, and requests additional collateral
where deemed appropriate. At September 30, 2008, there were no agreements
with any individual counterparties where the risk of loss exceeded 0% of the
Company's stockholder's equity, based on consideration of collateral value.
Receivables and allowance for doubtful accounts

Brokerage client receivables from broker-dealer clients are principally for
amounts due on cash and margin transactions and are generally collateratized by
securiies owned by the clients. Receivables from broker-dealer clients are
reported at their outstanding principat balance, adjusted for any allowance for
doubtful accounts. When a broker-dealer receivable is considered to be impaired,
the amount of the impaiment is generally measured based on the fair value of the
securities acting as collateral, which is measured based on current prices from
independent sources such as listed market prices or broker-dealer price quotations.
Securities owned by cusiomers, including those that collateralize margin or other
similar transactions, are not reflected in the Consolidated Statement of Financial
Caondition,

The Company also makes loans or pays advances to employees, primarily
Financial Advisors, mainly for recruiting and retention purposes. The Company
provides for an allowance for doubtful accounts based en an evaluation of the
Company's ability to collect such receivables. The Company's ongoing evaluation
includes the review of specific accounts of Financlal Advisors no longer associated
with the Company and the Company's historical collection experience. When the
review of these accounts indicates that any further collection activity is highly
unlikely, the loans are written off and the corresponding allowance for doubtful
accounts is reversed,

Securities borrowed and securities loaned

Securites bomowed and Secuwrifies lcaned fransactions are reported as
collateralized financings and recorded at the amount of collateral advanced or received.
Securities borrowed transactions generally require the Company to deposit cash with
the lender. With respect to securities loaned, the Company generally receives collateral
in the form of cash in an amount in excess of the market value of secunties loaned.
The Company monitors the market value of securities borrowed and loaned on a daily
basis, with additionat collateral obtained or refunded, as necessary.

Property and equipment

Property, equipment and leasehold improvements are stated at cost less
accumutated depreciation and amortization. Depreciation of assets is provided using
the straight-line method for financiat reporting purpases over the estimated useful lives
of the assets, which range from two to seven years for software; two to five years for
fumiture, fidures and equipment; and 10 to 31 years for buildings, building
improvements and land improvements. Leasehold improvements are amortized using
the straight-line method over the remaining lease tem.

Additions, improvements and expenditures for repairs and maintenance that
significantly extend the useful life of an asset are capitalized.

Exchange memberships

Exchange memberships are carried at cost or, if an other than temporary
impairment in value has occurred, at a value that reflects management's estimate
of the impairment. The memberships, carried at $279,000, are intluded in Prepaid
expenses and other assets and had an aggregate estimated fair value of
$2,235,000 at September 30, 2008,




Securities sold under agreements to repurchase

The Company has sold securities which it is under agreements to repurchase
{repurchase agreements) at a future date. Transaclions involving repurchase
agreements are accounted for as collateralized financing. These transactions are
carried at contractual amounts plus accrued interest. Included in Securities sold under
agreements to repurchase are repurchase agreements with a fair value of $42,728,000
at September 30, 2008 used {o finance trading securities as part of an economic
hedging strategy.

Leases

The Company leases office space and equipment under operating leases. The
lease term commences on the earlier of the date when the Company becomes legally
obligated for the rent payments or the date on which the Company takes possession of
the property. For tenant improvement allowances and rent holidays, the Company
records a deferred rent liability in Other liabilities in the Consolidated Statement of
Financial Conditicn and amortizes the defemred rent over the lease term.

Income taxes

The results of operations of the Company are included in the consolidated
income tax returns of RJF. The Company utilizes the asset and liabifity approach
defined in Statement of Financial Accounting Standards ("SFAS™) No. 108,
“Accounting for Income Taxes® (“SFAS 109"). SFAS 109, as interpreted by
Financial Accounting Standards [nterpretation (‘FIN") No. 48, “Accounting for
Uncertainty in Income Taxes™ ("FIN 487), establishes financial accounting and
reporting standards for the effect of income taxes. The cbjectives of accounting for
income taxes are to recognize the amount of taxes payable or refundable for the
current year and deferred tax liabilities and assets for the future tax consequences
of events that have been recognized in the Company’s financial statements or tax
returns. Judgment is required in assessing the future tax consequences of events
that have been recognized in the Company’s financial statements or tax retums.
Vadations in the actual outcome of these future tax consequences could matenally
impact the Company's financial position, results of operations, or cash flows. The
Company recognizes the accrual of interest and penalties related to income tax
matters in interest expense and other expense, respectively. See Note 9 of the
Notes to Consolidated Statement of Financial Condition for further information on
the Company's income taxes.

In June 2006, the Financial Accounting Standards Board {"FASB"} issued FIN
48, which ciarifies the accounting for uncertainty in income taxes recognized in an
enterprise’s financial statements in accordance with SFAS 109. FIN 48 establishes
a recognition threshold and measurement atiribute for the financial statement
recognition and measurement of a tax position taken or expected to be taken in a
tax return. Under FIN 48, evaluation of income tax benefits is a two-step process.
First, income tax benefits can be recognized in financial statements for a tax
position if it is considered "more likely than not” {as defined in SFAS 5, "Accounting
for Contingencies”} of being sustained on audit based solely on the technical merits
of the income tax position. Second, if the recognition criteria are met, the amount
of income tax benefits to be recognized is measured based con the largest income
tax benefit that is more than 50 percent likely to be realized on ultimate resolution of
the tax position. This interpretation also provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure and
transition. The Company adopted the provisions of FIN 48 on October 1, 2007,
See Note 9 of the Notes to Consolidated Statement of Financial Condition for
information regarding the impact the adoption of FIN 48 had on the Company's
financial staternents.

Stock componsation

Select employees participate in various RJF incentive stock option and restricted
stock plans which provide for the issuance of RJF common stock. Stock-based
compensation expense is calculated in accordance with the fair value provisions of
SFAS No. 123(R), “Share-Based Payment” pronouncement and amounts are allocated
by RJF to the Company.

Foreign currency translation

The Company consolidates its foreign subsidiares. The statement of finangial
condition of the subsidiaries are translated at exchange rates as of the period end.
The gains or losses resulting from translating the foreign currency statement of
financial condition into U.S. dollars are included in shareholder's eguity as a
compenent of Accumulated other comprehensive income.

Commitments and contingencies

The Company recognizes liabilities for contingencies when there is an exposure
that, when fully analyzed, ingicates it is both probable that a liability has been
incurred and the amount of loss can be reasonably estimated. When a range of
probable loss can be estimated, the Company accrues the most likely amount.
When no amount within the range is a better estimate than any other amount, the
Company accrues the minimum amount in the range.

Management estimates and assumptions

The preparation of the Consolidated Statement of Financial Condition in conformity
with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabiities and
disclosure of contingent assets and liabilities at the date of the Consolidated Staternent
of Financial Condition. Actual results could differ from those estimates and could have
a material impact on the Consolidated Staternent of Financia! Condition.

NOTE 3 - RECEIVABLES AND PAYABLES:

Recaivables from brokerage clients (in thousands):

Receivables from brokerage clients include amounts arising from normal cash
and margin transactions as well as fees receivable. Margin receivables are
collateralized by securities owned by brokerage clients. Such collateral is not
reflected in the accompanying Consolidated Statement of Financial Condition.

The amount receivable from clients at September 30, 2008 is as follows:

Brokerage client receivables $ 1572128

Allowance for doubtful accounts ...... (3.173)
Brokerage client receivables, net................ ..-$ 1568988

Payables to brokerage clients (in thousands):

Payables to brokerage clients include brokerage client funds on deposit awaiting
reinvestment. The Company pays interes! al varying rates for qualifying client
funds on deposit. The amount payable to clients at September 30, 2008 is as
follows:

interest bearing ............ .o § 4,770,640

Non-interest bearing..... v 388,809
Total brokerage client payables e $ 5,150 449

Receivables from brokers, dealers and clearing organizations
(in thousands):

Securities failed to deliver $ 130,487

Interest and other ......... 23,184
Total receivables ............. ] 153,681

Payablos to brokers, dealers and clearing organizations

(in thousands):

Securities failed to receive .3 199,426

Open transactions, net. 11,443

Interest and other...... 11,489
Total payables ... $ 222358

Fails to deliver represent receivables for securities sold that have not been delivered
by the Company for which setement date has passed. Fails to receive represent
payables for securities purchased that have not been received by the Company for
which settlement date has passed.

Open transactions, net (in thousands):

Amounts receivable and payable for securities that have not reached the contractual
settlernent dates are recorded net on the Consolidated Statement of Financial Condition
and are included in receivables from or payables to brokers, dealers and cleanng
organizations as open transactions as follows:

Receivables for securities sold
Payables for securities purchased
Open transactions, net

Reocoivables from employees {in thousands):

The Company makes loans or pays advances to employees, primarily Financial
Advisors, mainly for recruiting and retention purposes. The amounts receivable from
employees at September 30, 2008 is included in Other receivables as follows:

Employee receivables 143,761
Allowance for doubtful accounts {1,302)

Employee receivables, net ............... $ 142,450

NOTE 4 - RELATED PARTY TRANSACTYIONS:

Pursuant to formal clearing agreements, the Company clears trades for RJFS and
other affiliated entities. The Company confirms securities trades, processes secunties
movements, records transactions with clients in its accounts and collects commissions
and fees on behalf of such affiliates.

The Company participates with its Parent and affiliates in certain expense sharing
agreements. Receivable from affiliates of $6,378,000 at September 30, 2008, which is
included in Other receivables, and Payabie to affiliates of $134,016,000 at September
30, 2008, reflect amounts receivable and payable for these related party transactions,
Included in Payables to affiliates at September 30, 2008, is $80,145,000 in loans made
to the Company by RJF for purposes of facilitating the Company’s management of
excess cash of its Parent. RJF loans money to the Company where it is invested on
behalf of RJF in conjunction with the Company's normal proprietary cash investing
activities.

NOTE 5 - SECURITIES OWNED AND TRADING ACCOUNT
SECURITIES SOLD, NOT YET PURCHASED (in thousands):

Marketable Securites owned and Trading account securities sold, not yet
purchased, are valued at fair value. Secunties not readily marketable are valued at fair
value as determined by the Company's management. The valuation is based upon
consideration of available information, including types of securities, current financial
information, restrictions on dispositions and market values of underlying securities,

Trading account
securities
Securities sold, not
owned, at  yet purchased,
fair value at fair value
Marketable:
Equity securities ...............

24,535 $ 19,648

Municipal obtigations . 94,251 79
Corporate obligations ... 33,404 -
1.5, Government obligations 22,243 81,889
Agency obligations ........... 60,950 25
Other securities .. 970 -
Non-marketable...................... 3,930 -

Total $-240323 5101641



Mortgage backed securities of $70,071,000 at September 30, 2008 are included in
Corporate obligations and Agency obligations in the table above. Morigage backed
securities sald but not yet purchased of $25,000 at September 30, 2008 are included in
Agency obligations in the table above. As of September 30, 2008 auction rate
securities totaling $16.754,000 are included in Municipal Obligations in the table above.
There are no auction rate securities sotd but not yet purchased as of September 30,
2008. As of September 30, 2008 these securities were carried at par, which is
management's estimate of fair value. Subsequent to September 30, 2008,
approximately $2,932,000 of these securities were redeemed at par. The Company
believes most of the remainder of these securities will be redeemed at par, within a
reasonable time perfiod, by virtue of call provisions, as issuers refinance their bonds to
reduce the higher levels of debt service resulting from recent failed auctions.

NOTE € - PROPERTY AND EQUIPMENT (in thousands):

[T T PPN OTOURTPOt $ 8,408

Buildings, building improvements, land improvements,
and leasehold IMProveMeENiS. .. ... ..o i i 138,356
Furniture, fixtures, and equipment. . 114,585
BOMWEATIE .....oviritisriraresesireeseseeesseesas st esssmesassmses eeese s ssesems s snsssesans 46,057
307,404

Less:

Accumulated depreciation and amortization ..................... .. {150,044}
$_167,360

NOTE 7 - BORROWINGS:

Loans payable of $62,224,000 represents a morigage note payable related to the
financing of the Company's home office complex. The mortgage note is guaranteed by
the Parent The morlgage requires monthly principal and interest payments of
$530,000. The mortgage bears interest at 5.70% and is secured by land, buildings and
improvements with a net bock vatue of $67,839,000 at Sepiember 30, 2008.
Principal maturities under this mortgage note payable for the

succeeding fiscal years (in thousands):

Fiscal 2009 ........ 2,891
FISCAI 2010 ..ottt em et r e e bt s 3,060
FISCAI 2011 oo e s 3,240
Fiscal 2012. 3,429
Fiscal 2013 . " 3,630
Thergafler ... . 45974

TOLAL ..ottt W § 62224

The Company maintains a committed secured line of credit for $50,000,000 and
uncommitted lines of credit aggregating $435,100,000 ($235,100,000 secured and
$200,000,000 unsecured) with commercial banks. The interest rates for these lines of
credit are vanable and are based on the Fed Funds rate. The interest rate on
borrowings ranged from 2.00% to 7.75% in fiscal 2008. The Company's committed line
of credit is subject to a 0.15% per annum facilities fee. There were no secured or
unsecured short-term borrowings outstanding at September 30, 2008. Loans on the
secured committed and uncommitted lines of credit are collateralized by Company
owned andior client margin securities, as permitted by regulatory requirements.
Subsequent to September 30, 2008, $50,000,000 of the uncommitted, unsecured lines
of credit were canceled. Lenders are under no obligation to lend o the Company under
unccmmitted lines.

The Company maintains a committed secured tri-parly repurchase agreement line of
credit for $100,000,000, of which $80,000,000 was outstanding at September 30, 2008,
and is incduded in Securiies sold under agreements to repurchase, and an
uncommitted secured tri-party repurchase agreement line of credit for $600,000,000.
The Company also maintains uncommitted secured tri-party repurchase agreement
lines of credit with related parties aggregating $360,000,000. Under these agreements,
the Company pledges certain of its trading inventory as collateral against bomowings on
these lines. The required market value of the collateral ranges from 102% to 125% of
the cash bomowed. The Company's committed tri-party repurchase agreement line of
credit is subject to a .125% per annum facility fee. These loans are collateralized by
company-owned securities with a market value of $88,376,000 at September 30, 2008.
The interest rates for these lines of credit are vanable and are based on the Fed Funds
rate. The interest rate on bomowings ranged from 1.58% to 5§.25% in fiscal 2008.
Shortly before the fiscal year end, the lender in the Company's $600,000,000
uncommitted secured tri-party repurchase agreement notified the Company that this
facility was on hold and financing was not available until further notice, pending the
completion of the lender's acquisition by a new parent.

NOTE B - FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET
RISK:

In the normal course of business the Company purchases and sells securities as
either principal or agent on behalf of its clients. If either the client or a counterparty fails
to perform, the Company may be required to discharge the obligations of the non-
performing party. In such circumstances, the Company may sustain a loss if the market
value of the security is different from the contract value of the transaction.

The Company acts as an intermediary between broker-dealers and other financial
institutions whereby the Company bormows securities from one entity and then lends
them to another. Securities bormowed and secunties loaned are camied at the amounts
of cash collateral advanced and received in connection with the transactions. The
Company measures the market value of the securities borrowed and loaned against the
cash coltateral on a daily basis. The market value of securities borrowed and securities
loaned was $636,922,000 and $636,922,000, respectively, at September 30, 2008.
The contract value of securities bomowed and securities lpaned was $635,044,000 and
$638,716,000 respectively at September 30, 2008, Additional cash is obtained as
necessary to ensure such transactions are adequately colfateralized. tf another party to
the transaction fails to perform as agreed (for example, failure to deliver a security or

failure to pay for a security), the Company may incur a loss if the market value of the
security is different from the contract amount of the transaction.

The Company has also loaned, to broker-dealers and other financial institutions,
securities owned by clients and others for which it has received cash or other collateral,
The market value of secuniies loaned was $56,034,000 at Septernber 30, 2008. The
contract value of securities loaned was $53,757,000 at September 30, 2008. If a
borrowing institution or broker-dealer does not return a security, the Company may be
obligated to purchase the security in order fo return it to the owner. In such
circumstances, the Company may incur a loss equal to the amount by which the market
value of the security on the date of non-performance exceeds the value of the collateral
received from the broker-dealer or financial institution.

The Company has sold securities that it does not currently own and will, therefore,
be obligated to purchase such securities at a future date. The Company has recorded
a liability of $101,641,000 at September 30, 2008 which represents the market value of
the securities at such date. The Company is subject to loss if the market price of those
securities increases. These paositions include government obligations and equity
securities utilized to economically hedge proprietary inventory positions. At September
30, 2008, the Company had $82,508,000 in short govermmment and agency obligations
and $14,473,000 in short equity securities which represented economical hedge
positions.

The Company enters into security transactions on behalf of its clients and other
brokers involving forward sefflement. Forward contracts provide for the delayed
delivery of the underlying instrument. The Company has entered into transactions with
a contract value of $1,718,119,000 and a market value of $1,707,381,000 as of
Septernber 30, 2008. The contractual amaunts related to these financial instruments
reflect the volume and activity but do not reflect the amounts at risk. The gain or loss on
these transactions is recognized on a trade date basis. Transactions involving future
settlement give rise to market risk, which represents the potential less that can be
caused by a change in the market value of a particular financial instrument. The
Company's exposure 1o market risk is determined by a number of factors, including the
duration, the size, composition and diversification of positions held, the absolute and
retative levels of interest rates, and market volatiity. The credit risk for these
transactions is limited to the unrealized market vatuation gains recorded in the
Consolidated Statement of Financial Condition.

The majority of the Company's transactions, and consequently, the
concentration of its credit exposure are with clients, broker-dealers and other
financial institutions in the United States of America. These activities primarily
involve collateratized arrangements and may result in credit exposure in the event
that the counterparty fails to meet its contractual obligations. The Company's
axpaosure to credit risk can be directly impacted by volatile securities markets which
may impair the ability of counterparties to satisfy their contractual obligations. The
Company seeks to control its credit risk through a variety of reporting and control
procedures, including establishing credit limits based upon a review of the
counterparties’ financial condition and credit ratings. The Company monitors
collateral levels on a daily basis for compliance with regulatory and intemal
guidelines and requests changes in collateral levels as appropriate.

NOTE 9 - FEDERAL AND STATE INCOME TAXES (in thousands):

The major deferred tax asset (liability} items, as computed under SFAS 109, are as
follows:

Deferred tax assets:
Capital expenditures.... SRSV PU Y OOUOUPPPROR. 20,986
Accrued expenses... 15,003

. 2,374

38,363

Deferred tax liabilities:

Deferred cOMPensation ... . {4.112)
Accelerated depreciation . (20,700}
Total deferred tax liabilities ...................... {24,812)
Net deferred tax @SSetS .....oo.ooreoeceee e es et ss s seess s 9o 183,551

The Company has recorded a defered tax asset at September 30, 2008. No
valuation allowance as defined by SFAS No. 109 is required at September 30, 2008 as
management believes it is more likely than not that the deferred tax asset is realizable.

FIN 48

The Company adopted the provisions of FIN 48 on October 1, 2007. The impact
of the adoption of FIN 48 resulted in a decrease to beginning retained earnings and
an increase to the liability for unrecognized tax benefits of approximately $663,000.

The total amount of gross unrecognized tax benefits as of the date of adoption
was approximately $941,000. Of this total, approximately $663,000 (net of the
federal benefit on state issues) represents the amount of unrecognized tax benefits
that, if recognized, would favorably affect the effective tax rate in future periods. At
September 30, 2008 our liability for unrecognized tax benefits increased to
$954,000 and the amount of unrecognized tax benefits that, if recognized, would
affect the effective tax rate for income from continuing operations Increased to
$705,000.

The Company is included in the consolidated income tax retumns of RJF in the
U.S. federal jurisdiction and various consolidated states. It also files separate
income tax returns in various states and loca! jurisdictions. With few exceptions,
the Company is no longer subject to U.S. federal, state and local income tax
examination by tax authorities for years prior to 2008 for federal tax retums and
2004 for state and local tax returns, During the second quarter, the Company
settled the Limited Issue Focused Examinations by the Intemal Revenue Service
for fiscal years 2005 and 2006. During the fourth quarter, the fiscal year 2007
federal income tax return examined under the IRS Compliance Assurance Program
was accepted as filed. The 2008 federal income tax return is currently being



examined under the IRS Compliance Assurance Program, This program
accelerates the examination of key issues in an attempt to resolve them before the
tax return is filed. Certain state and local returns are also currently under various
stages of audit. The 2008 IRS audit and state audils in process are expected to be
completed in fiscal year ending 2008. It is anticipated that the unrecognized tax
benefits may decrease by an estimated $48,000 over the next 12 months.

NOTE 10 - NET CAPITAL REQUIREMENTS:

As a registered broker-dealer the Company is subject to the Uniform Net Capital
Rule {Rule 15¢3-1) under the Securities Exchange Act of 1934, The Company, a
member firn of the New York Stock Exchange, Inc. ("NYSE" and Financial
Industry Regulatory Authority (*FINRA®) is also subject to the rules of FINRA,
whose requirements are substantially the same. Rule 15¢3-1 requires aggregate
indebtedness, as defined, not exceed 15 times net capital, as defined. Rule 15¢3-1
also provides for an “alternate net capital requirement® which the Company has
elected. It requires that the minimum net capital, as defined, be equal to the
greater of $250,000 or two percent of aggregate debit items arising from client
transactions. FINRA may require a member firm fc reduce its business if its net
capital is less than four percent of aggregate debit items and may prohibit a
member firm from expanding its business and declaring dividends if its net capital is
less than five percent of aggregate debit items. Al September 30, 2008, the
Company's percentage was 18.32% as compared with the minimum two percent,
and net capital, as defined, was $303,182,000 as compared with minimum required
net capital of $33,096,000, resulting in excess net capital of $270,096,000.

At September 30, 2008, the Company's deposit requirement for the proprietary
accounts of infroducing brokers was $342,000.

NOTE 11 - EMPLOYEE BENEFIT PLANS:

The Company participates in various qualified and non-qualified savings, incentive
and stock plans of RJF along with other affiliated companies. RJF allocates the cost of
providing these plans to the Company based on the profitability of the Company. The
qualified plans include profit sharing, employee stock ownership, 401(k), employee
stock purchase and incentive stock options plans. The profit sharing plan and
employee siock ownership plan provide certain death, disability or retirement benefits
for all employees who meet certain service requirements. The plans are
noncontributory. Contributions by RJF, if any, are determined annually by RJF's Board
of Director's on a discretionary basis. The profit sharing plan and employee stock
ownership plan benefits become fully vested after six years of qualified service. The
401(k) plan provides for the Company to match 100% of the first 3500 of compensation
and 50% of the next $500 of compensation contributed by each participant annually.
The employee stock purchase plan allows employees to purchase shares of RJF
common stock on four specified dates throughout the year at a 15% discount from
market value, subject to certain imitations. As approved by the RJF Board of Directors,
the incentive stock option plans grant options on RJF stock to key management
employees and Financial Advisors of the Company. Non-qualified plans, available to
only select employees, include deferred long-term incentive compensation, restricted
stock, stock bonus, stock options and employee investment funds.

NOTE 12 - COLLATERAL:

The Company has accepted collateral with the following approximate market

value at Sepitamber 30, 2008 in which the Company is permitted to sell or repledge:

Sources of collateral (in thousands):

Securities purchased under agreements to resell.......................... $ 76,585
Securities received in securities borrowed vs. cash transactions.... 640,068
1,448 B58

Collateral received for margm loans
Total...

At September 30, 2008, certain collateral was sold or repledged. The
approximate market values of this portion of collateral sold or repledged by the
Company were:

Uses of collateral and trading securities (in thousands):

Securities purchased under agreements to resell... RO | 76,585
Securities received in securities borrowed vs, cash transac’uons 599,562
210,003

Collateral received for margin loans..
Total...

The Company utilizes client marginable securities to satisfy deposits with
clearing organizations. At September 30, 2008, the Company had client margin
securities valued at $210,003,000 pledged with a clearing organization to meet the
point in time requirement of $138,879,000.

NOTE 13 - COMMITMENTS AND CONTINGENCIES:

Long-term lease agreements expire at various times from 2008 through 2018.
Minimum annual rentals under such agreements for the succeeding
fiscal years are approximately {in thousands):

Fiscal 2009 23,357
Fiscal 2010 ...... 21,496
Fiscal 2011 ... 18,481
Fiscal 2012 ... 16,226
Fiscal 2013 ...... 12,038
Thereafter 26,084

.8 120,682

Certain leases contain rent holidays, leasehold improvement incentives, renewal
options and escalation clauses.

In the nommal course of business, the Company enters into undenwriting
commitments. Transactions relating to such commitments that were open at
September 30, 2008 and were subsequently settled had no material effect on the
Consclidated Statement of Financial Condition as of that date.

As a result of the extensive regulation of the securities industry, the Company is
subject to regular reviews and inspections by regulatory authorities and self-
regulatory organizations, which can result in the imposition of sanctions for
regulatory violations, ranging from non-monetary censure to fines and, in serious
cases, temporary or permanent suspension from business, In addition, from time to
time, regutatory agencies and self-regulatory organizations institute investigations
into industry practices, which can also result in the imposition of such sanctions.

In connection with auction rate securites ("ARS"), the Company has been
subject to ongoing examinations, with which it is cooperating fully, by the Securities
and Exchange Commission (“SEC", the New York Aftorney General's Office and
Florida's Office of Financial Regulation. The Cempany is also named in a class
action similar to that filed against a number of brokerage firms alleging various
securities faw violations, which it is vigorously defending.

Several large banks and brokerage firms, most of who were the primary
undenwriters of and suppornted the auctions for, ARS have announced agreements,
usually as part of a regulatory settlement, to repurchase ARS at par from some of
their clients, Qther brokerage firms have entered into similar agreements. The
Company, in conjunction with other industry participants is actively seeking a
solution to ARS' illiquidity. This includes issuers restructuring and refinancing the
ARS, which has met with some success. Should these restructurings and
refinancings continue, then clients’ holdings could be reduced further, however,
there can be no assurance these events will continue. If the Company were to
consider resolving pending claims, inquiries or investigations by offering to
repurchase alt or some portion of these ARS from certain clients, it would have to
have sufficient regulatory capital and cash or borrowing power to do $0, and at
present it does not have such capacity. Further, if such repurchases were made at
par value there could be a market loss if the underlying secunities’ value is less than
par and any such loss could adversely affect the results of operations.

The Company is a defendant or co-defendant in various lawsuits and arbitrations
incidental to its securities business. The Company is contesting the allegations in
these cases and believes that there are meritoricus defenses in each of these
lawsuits and arbitrations. In view of the number and diversity of claims against the
Campany, the number of jurisdictions in which litigation is pending and the inherent
difficulty of predicting the outcome of litigation and other claims, the Company
cannot state with certainty what the eventual outcome of pending litigation or other
claims will be. In the opinion of the Company's management, based on currently
available information, review with outside legal counsel, and consideration of
amounts provided for in the accompanying Statement of Financial Condition with
respect to these matters, the ultimate resolution of these matters will not result in a
material adverse impact on the Company's financial position or results of
operations. However, resolution of one or more of these matters may have a
material effect on the results of operations in any future period, depending upon the
ullimate resolution of those matters and upon the level of income for such period.



KPMG LLP

Suite 1700

100 North Tampa Street
Tampa, FL 33602

Independent Auditors’ Report on Internal Control Required
by SEC Rule 17a-5 and CFTC Regulation 1.16

The Board of Directors
Raymond James & Associates, Inc.;

In planning and performing our audit of the consolidated financial statements of Raymond James &
Associates, Inc. and subsidiaries (a wholly owned subsidiary of Raymond James Financial, Inc.) (the
Company), for the year ended September 30, 2008, in accordance with auditing standards generally
accepted in the United States of America, we considered the Company’s internal control over financial
reporting (internal control) as a basis for designing our auditing procedures for the purpese of expressing
our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission {SEC), we have made a
study of the practices and procedures followed by the Company, including consideration of control
activities for safeguarding securities. This study included tests of compliance with such practices and
procedures that we considered relevant to the objectives stated in Rule | 7a-5{(g), in the following:

(1) Making the periodic computations of aggregate debits and net capital under Rule 17a-3(a)}(11) and
the reserve required by Rule 15¢3-3(e);

(2) Making the quarterly securities examinations, counts, verifications, and comparisens, and the
recordation of differences required by Rule 17a-13;

(3) Complying with the requirements for prompt payment for securities under Section § of Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System; and

{(4) Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3.

In addition, as required by Regulation 1.16 of the Commodity Futures Trading Commission (CFTC), we
have made a study of the practices and procedures followed by the Company including consideration of
control activities for safeguarding customer and firm assets. This study included tests of such practices and
procedures that we considered relevant to the objectives stated in Regulation 1.16, in making the
following:

(1) The periodic computations of minimum financial requirements pursuant to Regulation 1.17.

Since the Company does not carry commodities accounts for customers, we did not review the practices
and procedures followed by the Company in any of the following:

(2) Making the daily computations of the segregation requirements of Section d4d(a)(2) of the
Commodity Exchange Act and the regulations thereunder and the segregation of funds based upon
such computations; and

(3} Performing the daily computations of the foreign futures and foreign options secured amount
requirements pursuant to Regulation 30.7 of the CFTC.

KPMG LLP. a U.S. limited lability partnershep, is the LS.
member firm of KPMG Intemational, a Swiss cooperativa.
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The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraphs. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraphs and to assess whether those
practices and procedures can be expected to achieve the SEC’s and CFTC’s above-mentioned objectives.
Two of the objectives of internal control and the practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the Company has responsibility are safeguarded
against loss from unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit preparation of financial statements in
conformity with generally accepted accounting principles. Rule 17a-5(g) and Regulation 1.16(d)(2) list
additional objectives of the practices and procedures listed in the preceding paragraphs.

Because of inherent limitations in internal control and the practices and procedures referred to above, error
or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods is
subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies,
that adversely affects the entity’s ability to initiate, authorize, record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that there is more than a remote
likelihood that a misstatement of the entity’s financial statements that is more than inconsequential will not
be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be prevented
or detected by the entity’s internal control,

Qur consideration of internal control was for the limited purpose described in the first, second and third
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for safeguarding
securities and firm assets that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second and
third paragraphs of this report are considered by the SEC and CFTC to be adequate for their purposes in
accordance with the Securities Exchange Act of 1934, the Commodity Exchange Act, and related
regulations, and that practices and procedures that do not accomplish such objectives in all material
respects indicate a material inadequacy for such purposes. Based on this understanding and on our study,
we believe that the Company’s practices and procedures, as described in the second and third paragraphs of
this report, were adequate at September 30, 2008, t0 meet the SEC’s and CFTC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
the CFTC, Financial Industry Regulatory Authority, and other regulatory agencies that rely on
Rule 17a-5(g) under the Securities Exchange Act of 1934 and Regulation 1.16 under the CFTC in their
regulation of registered broker-dealers and future commissions merchants, and is not intended to be and
should not be used by anyone other than these specified parties.

KPMe LP

November 24, 2008
Certified Public Accountants
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